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Farmers' Cooperative Credit Institutions
In Louisiana
By
BuEFORD M. Gil?: and Olin B. Quinn
COOPERATIVE CREDIT FOR AGRICULTURE
The cooperative credit system which functions for farmers in Louisi-
ana was developed to alleviate an unsatisfactory condition that formerly
prevailed in many farming areas. The terms of available real estate and
operating capital loans were not suited to the biological nature of farm
production, interest rates were excessive, and funds available for invest-
ment were frequently not accessible to the individual farmer needing a
loan. The short maturity terms of real estate loans resulted in many
renewals before final liquidation and sometimes contributed to fore-
closure.
By 1900, the supply of free or nearly free fertile lands of the Pre-
emption and Homesteading periods was exhausted, and young farmers
wishing to become owners had to use credit. As the capital required for
ownership and operation of the family farm increased in amount, the
defects of the farm credit situation became more and more a matter of
public concern. Frequent renewals of farm mortgage loans meant re-
curring costs for commissions, title examinations, and filing fees. These
costs together with high interest charges became a burden on farmers and
a deterrence to rural progress and development and resulted in congres-
sional action.
The oldest unit of the cooperative farm credit s\stem w^as authorized
by the Federal Farm Loan Act of 1916. Among other things the Act of
1916 provided for 12 regional Federal land banks and authorized the
organization of national farm loan associations by farmers for the purpose
of obtaining amortized loans secured by a first mortgage on farm real
estate.
Short-term credit for farm production and credit to finance the
orderly marketing of farm products was authorized by the Farm Credit
Act of 1933. Cooperative farm credit institutions are distinguished
from other sources of farm loans by ownership and control being vested
in the borrowers. With one exception, the agricultural credit institutions
in Louisiana engaged exclusively in extending farm loans are part of
the Federal credit system for agriculture.
Since 1933, the general supervision of cooperati\e farm credit in
Alabama, Louisiana, and Mississippi has been ^ ested in the regional office
of the Farm Credit Administration located in New Orleans. The
Federal Land Bank of New Orleans is concerned with farm real estate
loans administered through local national farm loan associations. The
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Production Credit Corporation of New Orleans exercises general super-
vision over farm production loans extended by local production credit
associations. The Bank for Cooperatives of New Orleans makes loans to
cooperative business organizations of farmers, but is not authorized to
make loans direct to individual farmers. The Federal Intermediate
Credit Bank of New Orleans is one of 12 regional banks created by the
Federal Intermediate Credit Act of 1923. It facilitates the round-trip flow
of short-term investment funds from the money centers to farmers needing
credit for operating purposes. It does this by discounting for rural finan-
cial institutions interest bearing notes representing loans made to farm-
ers for the growing and marketing of agricultural products.
NATIONAL FARM LOAN ASSOCIATIONS
There were 21 national farm loan associations in Louisicna in June
1951 with loans outstanding in the amount of $12,553,650. \Vhi:e there
NATIONAL FARM LOAN ASSOCIATIONS, LOUISIANA, 1952
(Dates pertain to consolidations from the original associations, the earliest of which
were organized in 1917. Name refers to executive officer.)
1. (a) Acadia National Farm Loan Association, (1937) Crowley, G. J. Wyatt
(b) Lafayette Parish National Farm Loan Association, (1918) Crowley, G. J.
Wyatt
(c) Vermilion National Farm Loan Association, (1938) Crowley, G. J. Wyatt
2. B. L. and J. National Farm Loan Association, (1947) Arcadia, A. L. Coon
3. (a) DeSoto National Farm Loan Association, (1938) Shreveport, A. W. Cook
(b) Northwest Louisiana National Farm Loan Association, (1949) Shreveport, A.
W. Cook
4. Southwest Louisiana National Farm Loan Association, (1947) Lake Charles.
J. B. Trahan, Jr.
5. Ba::on Rouge National Farm Loan Association, (1946) Baton Rouge, C. C. Red-
dell
6. Northeast Louisiana National Farm Loan Association, (1950) Lake Providence,
J. S.
Green
,7. (a) Teche National Farm Loan Association, (1942) New Iberia, L. J. LeGendre
(b) St. Martin National Farm Loan Association, (1917) New Iberia. L. J. Le-
Gendre
(c) Jeanerette National Farm Loan Association, (1917) New Iljeria, L. J. Le-
Gendre
8. Thibodaux National Farm Loan Association, (1950) Thibodaux, J. K. Schwar-
zenbach
9. Natchitoches National Farm Loan Association, (1946) Natchitoches, E. M. Rice
10. Ouachita Valley National Farm Loan Association, (1945) Monroe, A. C. Ransom
11. Alexandria National Farm Loan Association, (1943) Alexandria, J. W. Hickman
12. (a) Franklin Parish National Farm Loan Association, (1917) Rayville, G. L.
Gladney
(b) Richland Parish National Farm Loan Association, (1944) Ravville, G. L.
Gladney
13. (a) Marksville National Farm Loan Association, (1917) Opelousas, R. D. Lamson
(b) St. Landry National Farm Loan Association, (1943) Opelousas, R. D. Lamson
14. Amite National Farm Loan Association, (1945) Amite, Rogers Dodson
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are 21 associations with corporate identity, there are only 14 main offices
or NFLA districts as there are five districts in which a group of associa-
tions have agreed to operate jointly with only one secretary-treasurer.
(See list of associations on Page 4.) For the convenience of farmers
living some distance from the main office, there are 43 field offices or
places where business may be transacted at stated times (Figure 1) .
Each NFLA is separately chartered and has its own board of
directors elected by the members. Officials for managing the affairs of the
association are employed by the directors. The first national farm loan
National Farm Loan Associations in Louisiana
Figure 1. On June 30. 1951, the national farm loan associations in Louisiana had
loans outstanding in the amount of $12,553,650. Each solid circle represents an in-
corporated national farm loan association and the open circles show the location of
43 field offices. Where there is only one solid black circle in a district bounded bv
heavy black lines, it shows the approximate location of the main office. Where more
than one solid black circle is within a district, each association has designated loaning
territory, but there is only one main office.
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association was chartered in 1917, and the number of associations con-
tinued to increase until about 1926 when there were 80 associations in
Louisiana. Many of the 80 associations had a small volume of loans and
insufficient income to support the quality of management required.
Since 1935 the associations have gradually been grouped and consolidated
and the 21 associations remaining in 1951 were financially sound and had
sufficient income to support competent management (Table 1)
.
National farm loan associations in Louisiana had 5,109 members on
Jvme 30, 1951. The associations furnish the contact between farmers
needing credit and loan funds available for investment in the various
centers where liquid capital tends to accumulate. It is their function to
obtain farm mortgage credit service for farmers through the Federal Land
Bank of New Orleans, endorse loans granted, and to give authorized ser-
vice to loans outstanding. The funds for the Land Bank's lending
operations are obtained largely by the sale of bonds to institutions with
funds to invest. The maximum loan which may be made to one in-
dividual is $100,000. Persons engaged in farming or shortly to become
Table I. Loans Made Through National Farm Loan Associations in Louisiana and
Financed Through the Federal Land Bank of New Orleans, 1920-51
National Federal Land Bank loans
Land Bank Commissione:







Number Number Dollars Number Dollars Number Dollars
1920 68 XX 1,191,550 3,321 5,604,065 3
1925 79 2240 5,579,500 11,749 28,009,119 3
1930 80 238 570,500 12,813 27,800,448 3
1933 80 27 66,500 11,993 23,796,939 128 112,550
1934 80 911 2,823,500 12,505 25,046,874 3,954 4,573,100
1935 80 106 549,500 11,872 24,055,315 516 806,350
1937 79 112 433,200 10,786 20,939,025 190 264,725
1940 61 304 340,700 10,280 19,949,617 408 513,900
1941 61 244 1,137,400 9,873 18,728,703 310 465,800
1942 56 142 719,800 9,129 16,936,398 164 294,300
J 943 38 90 441,300- 8,736 16,263,788 95 177,5002
1944 35 149 774,700 7,583 14,098,244 140 284,100
1945 32 216 986,400 6,592 12,519,069 219 376,600
1946 28 346 1,626,095 5,860 11,924,563 205 211,360
1947 25 508 2,094,160 5,538 11,935,762 295 228,655
1948 25 438 1,603,100 5,299 11,696,725 12 25,875
1949 24 487 1,948,580 5,196 11,820,317 3
1950 21 578 2,143,330 5,237 12,400,585
1951 21 469 1,802,170 5,109 12,553,650
Source: Annual reports of Federal Farm Loan Board, Farm Credit Administration and
data furnished by courtesy of the Federal Land Bank of New Orleans.
^Since 1943, the data shown are for the year ending June 30. Prior to 1943 there is
some variation, but largely the data are for the calendar year. Unpaid balances are
as of the last day of the year as reported. ^Loans closed January 1 through June 30, 1943.
^No commissioner loans closed prior to 1933 and no new commitments were made after
June 30, 1947. The unpaid balance of "Commissioner Loans" outstanding in Louisiana
as of June 30, 1951, was $480,266.
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so engaged, or who derive the principal part of their income from farm-
ing operations are eligible borrowers. The loans are limited to first
mortgage loans in amounts not in excess of 65 per cent of the normal
value of the farm real estate as determined by appraisal. At the present
time, no loan is closed unless it is recommended by the local association
concerned.
Stock ownership by members is one of the basic cooperative fea-
tures of the Land Bank System. Each member of a NFLA is required
to own stock in the association in an amount equal to 5 per cent of the
loan granted. The association in turn subscribes to an equal amount of
stock in the Federal Land Bank of New Orleans. When a farmer pays
off his loan, his stock is cancelled and its value returned to him. In the
case of loans made since May 1933, the maximum liability of each
borrower for losses on the loans of other members is limited to the
amount of stock he owns. There is still a double liability on all stock
arising out of outstanding loans made prior to June 1933.
Purpose of Loans
Land bank loans may be used for the purchase of farms, the en-
largement of owned farms, to refinance existing debts, and for any other
agricultural purpose, such as the construction or repair of farm buildings,
the improvement or conservation of farm land, and the purchase of ma-
chinery, fertilizers, and livestock.
Interest Rates and Loan Costs
Since 1935 the contract rate of interest paid by the borrower in
Louisiana for a land bank loan has been 4 per cent. If the rate re-
quired to sell new issues of Federal land bank bonds at par should rise
substantially, the rate paid by new borrowers w^ould rise, since the co-
operative farm loan system furnishes credit at cost. As compared with
the rates paid prior to the establishment of the Federal farm loan sys-
tem, the interest rate on farm real estate loans in recent years has been
very low.
At the time of filing an application for a real estate loan of less
than $500, the applicant pays an application fee of one per cent and an
appraisal fee of five dollars. On loans from $500 to $1,000, the applica-
tion and appraisal fees are five dollars each, and for loans over $1,000,
the application fee is five dollars and the appraisal fee is ten dollars. The
national farm loan association retains the application fee as income and
sends the appraisal charge to the Federal Land Bank of New Orleans to
help defray the expenses of appraisal.
In addition to the fees indicated above, there are certain costs
which are incident to a mortgage loan from any source. After the loan is
approved for closing, the borrower must furnish an abstract of title ap-
proved by an attorney and pay the fees charged for recording h\ the
clerk of court. The fees charged for recording a farm mortgage are
reported to vary from $4.50 to $21.00 depending on the number of words
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recorded and some other factors. The recorders may legally charge 25
cents per 100 words for recording and also charge for the cancellation of
any former mortgages that have been paid but not satisfied on the record.
Table 2. Example of Loan Amortization Table—Even-Payment Plan, Principal $1,000,





Number principal still unpaid
1 $54.00 $40.00 $14.00 $986.00
2 54.00 39.44 14.56 971.44
3 54.00 38.86 15.14 956.30
4 54.00 38.25 15.75 940.55
5 54.00 37.62 16.38 924.17
6 54.00 36.97 17.03 907.14
7 54.00 36.29 17.71 889.43
8 54.00 35.58 18.42 871.01
9 54.00 34.84 19.16 851.85
10 54.00 34.07 19.93 831.92
20 54.00 24.51 29 49 583.14
21 54.00 23.33 30.67 552.47 .
22 54.00 22.10 31.90 520.57
23 54.00 20.82 33.18 487.39
24 54.00 19.50 34.50 452.89
31 54.00 8.60 45.40 169.48
32 54.00 6.78 47.22 122.26
33 54.00 4.89 49 11 73.15
34 54.00 2.93 51.07 22.08
35 22.96 .88 22.08 00.00
Source: Federal Land Bank of New Orleans.
.
Table 3. Example of Amortization Table—Decreasing-Payment Plan, Principal $1,000,








1 ^90 $40 $50 $950
2 88 38 50 900
3 86 36 50 850
4 84 34 50 800
5 82 32 50 750
10 72 22 50 500
11 70 20 50 450
12 68 18 50 400
13 66 16 50 350
14 64 14 50 300
15 62 12 50 250
16 60 10 50 200
17 58 8 50 150
18 56 6 50 100
19 54 4 50 50
20 52 2 50 00
Either plan of repayment may also be used for loans with a longer or shorter term of
years.
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Maturity Terms and Amortization
Observation o£ the experiences of farmers over the past 30 years
shows that normally it takes 20 or more years to pay off a real estate
mortgage loan. If farm real estate loans are made to become due in three
to five years, many renewals become necessary, and these are expensive
for the borrower. At the time a farm mortgage loan through a national
farm loan association is being considered, arrangements are made to
spread the payments over a period suited to the requirements of the
borrower. In Louisiana this period commonly ranges from 20 to 35
years. However, payment of the loan in full is permitted at any time
without penalty. Advance partial payments are accepted also in any
year when the borrower might wish to make such payments and this
privilege makes it possible for the farmer to pay more than the amount
due on the principal in years when incomes are abo\e normal expecta-
tions and none at all in years when prices or yields are low.
Plans with respect to the length of the repayment period and the
regular amount to be paid each year are agreed upon before the loan is
closed. Some payment is made on the principal at each interest due date,
and the interest stops immediately on that part of the loan that has been
paid. The plan made in advance for the gradual liquidation of a real
estate mortgage loan is known as amortization. In the "Even-Payment
Plan" as shown in Table 2, the annual payments remain the same, w^hile
the interest grows smaller and payment on the principal grows larger
as each installment is paid. In the "Decreasing Payment Plan," pay-
ments on the principal remain constant, while the interest due and the
total payments decline each year (Table 3) . If the regular payments are
made as scheduled in either plan, the loan never has to be renewed and
is liquidated with the last payment.
Table 4. Consolidated Financial Statement of the National Farm Loan Associations
in Louisiana as of June 30, 1951
Assets Amount Liabilities Amount
Cash on hand and in Capital stock outstanding $ 816,740
banks $ 50,656
Accounts receivable 822 Surplus 665,850
Investments 885,400 Legal reserve 137,920
Accounts payable and trust
accounts 68,562
Capital stock in FLB of Reserve for losses on en-
New Orleans 816,740 dorsed loans 41,879
Dividends 22,667
Total assets^ $1,753,618 Total liabilities $1,753,618
Source: Federal Land Bank of New Orleans.
Tn addition, the Louisiana associations have Indemnity Account Credits with the
Federal Land Bank of New Orleans in the amount of $825,295. This asset is
dedicated to cover losses on endorsed loans, if such losses should occur.
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Financial Position of NFLA's
The assets o£ national farm loan associations in Louisiana in June
1951 consisted largely of investments in bonds and capital stock in the
Federal Land Bank of New Orleans. The associations owned total assets
in the amount of $1,753,618. It should be noted that real estate mortgage
loans made through the associations are not carried by them as assets.
These loans appear as assets of the Federal Land Bank of New Orleans,
but all owned assets of the associations are obligations to the Federal
Land Bank of New Orleans and may be used to replace any losses arising
out of loans made.
The principal liabilities of the national farm loan associations con-
sist of capital stock outstanding to farm borrowers and surplus funds built
up out of income. The surplus and reserve accounts were $845,649 in
June 1951.
Income and Dividends on Capital Stock
The main sources of income to the 21 national farm loan associa-
tions in Louisiana are: (1) compensation paid to them by the Federal
Land Bank of New Orleans for servicing the loans made through the
associations and performing other duties connected with the farm loan
business; (2) dividends on stock in the Federal Land Bank of New Or-
leans; and (3) income from investments of reserves and surpluses.
For a number of years, the associations in Louisiana required a
large part or all of their income to meet operating expenses, to pay losses,
and to provide for the accumulation of an adequate reserve fund. The
result of this condition was that during the 1930's the borrowers did not
receive dividends on the stock owned by them in the national farm loan
associations. However, the income and the financial condition of the
Louisiana associations improved substantially by the early 1940's, and
since 1943 all but one association has paid a dividend each year to the
stockholders. The dividends have ranged from 4 to 10 per cent, but the
most common rate has been 5 per cent.
Summary Statement, NFLA's
The 21 national farm loan associations in Louisiana provide farm-
ers with an opportunity to obtain long-term credit on the amortization
plan for repayment, and the rate of interest in 1952 was 4 per cent.
Loans are available for the purchase of farms, the enlargement of farms,
the refinancing of existing debts, the construction or repair of farm
buildings, the improvement or conservation of farm land, the purchase
of machinery, and any other agricultural purpose. By extending real
estate loans to farmers at moderate interest rates on terms adapted to
the needs and repayment capabilities of agriculture, national farm loan
associations perform a valuable service in assisting farmers to gain and
retain ownership of productive farm property. Farm ownership by at
least 50 per cent of all farm operators is essential to the highest develop-
ment of agriculture and to the welfare of the nation.
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The cooperative system of farm mortgage credit which began with
the passage of the Federal Farm Loan Act of 1916 is farmer owned
and farmer operated. Since stock ownership by members is one of the
basic cooperative features of the Land Bank System, each member of a
national farm loan association is required to own stock in an amount
equal to 5 per cent of the loan granted. When a farmer pays off his loan,
his stock is cancelled and its value returned to him. Since 1943 all but
one association has paid an annual dividend to its stockholders.
On June 30, 1951, national farm loan associations in Louisiana had
5,109 members with loans outstanding in the amount of $12,553,650. The
associations furnish contact between the farmers needing credit and loan
funds available for investment. It is their function to obtain farm mort-
gage credit service for farmers through the Federal Land Bank of New
Orleans, endorse loans granted, and give auihori/cd scr\ ice to loans
outstanding.
COOPERATIVE PRODUCTION CREDIT ASSOCIATIONS
IN LOUISIANA
Origin and Legal Foundation
A production credit association is a cooperati\e organi/ati(jn of
farmers whose purpose is to provide a permanent and dependable source
of credit at reasonable cost and with terms adapted to farm conditions.
It is managed by the borrowers for their mutual benefit, and its only
business is to make loans to farmers and stockmen.
Production credit associations were in a real sense born otit of
necessity. From 1930 to 1933, prices of farm products declined se\erely,
and closures of conunercial banks were widespread. In most rural areas,
the seasonal credit needed was not obtainable through banks of deposit
because their assets were frozen and funds for new loans were not a^ ail-
able. To remedy the condition and pro\ ide a permanent and dependable
source for farm operating credit, the Congress passed the Farm Credit Act
of 1933, which provided for the organization and capitalization of produc-
tion credit associations under the supervision of a Production Credit
Corporation established in each of the t^vehe Farm Credit Administra-
tion districts.
The production credit associations in Louisiana ^verc organized
under the terms provided in the Farm Credit Act of 1933 and are part
of a national farm credit system which channels the flo^v of loan funds
from money centers to the remotest farming communit\ at the least cost
consistent with sound finance. They are organized in such a manner as
to provide a dependable source of credit in times ^vhen local loanable
funds are scarce as well as when they are plentiful, and are intended to
be permanent institutions.
Number, Location, and Territory Served
There are eight production credit associations in Louisiana chartered
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in 1934 by the governor of the Farm Credit Administration under autho-
rity of the Farm Credit Act of 1933. The name, year organized, location
of the main office, and name of the active administrative officer for each
of the eight associations follo^v:
1. Alexandria Production Credit Association, (1934), Alexandria,
S. F. Trammel!
.
2. Arcadia Production Credit Association, (1934) , Arcadia, Roy
Brice.
3. Baton Rouge Production Credit Association, (1934) , Baton
Rouge, W. R. Anthon.
4. Jennings Production Credit Association, (1934) , Jennings, L. P.
Theriot, Jr.
5. Opelousas Production Credit Association, (1934), Opelousas,
Clarence Harmon, Jr.
6. Shreveport Production Credit Association, (1934), Shreveport,
S. T. Hamiter.
7. South Louisiana Production Credit Association, (1934) , Na-
poleonville, R. C. Martin.
8. Tallulah Production Credit Association, (1934) , Tallulah, D. M.
Kell.
The territory served by each association, the location of the main
offices, and the field offices are shown in Figure 2. Because of the large
area served by each of the associations, field offices are maintained for the
convenience of farmers located at outlying points. The eight production
credit associations in Louisiana are under the general supervision of the
Production Credit Corporation of New Orleans, which also has supervi-
sion of associations in A^labama and Mississippi. The three states com-
prise Farm Credit Administration District No. 5.
In addition to the eight cooperative production credit associations
organized under the Farm Credit Act of 1933, there is a production
credit association located in New Orleans and incorporated in 1926 under
Louisiana law for the purpose of extending short-term loans to sugar
cane planters.^ The name of the organization is "The State Agricultural
Credit Corporation, Inc." It obtains loan funds by discounting farm-
ers' notes with the Federal Intermediate Credit Bank of New Orleans.
During the period when the growing of sugar cane was in a precarious
condition owing to the ravages of root rot and mosaic disease, the State
Agricultural Credit Corporation, Inc. financed as much as 4f per cent of
the sugar cane acreage. The corporation has enjoyed excellent manage-
ment and continues to be important in financing sugar cane farmers.
During 1951, it extended loans in the amount of $1,458,964. The opera-
tions of the State Agricultural Credit Corporation, Inc. are not included
in the data shown in the balance of this report.
^Short-term credit as used in this report includes any credit extended for a period of
less than three years and not secured by a real estate mortgage. The majority of farm
operating loans are made for periods of less than twelve months.
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Cooperative Short-term Farm Credit Institutions, Louisiana, 1952
Figure 2. Eight production credit associations were chartered in Louisiana by
the Governor of the Farm Credit Administration in 1934. In the beginning farm
members owned only a small portion of the capital stock, but on January 1, 1952,
they owned 92.5 per cent of the capital stock. In keeping with the constantly growing
amount of operating capital employed on modern farms in Louisiana, the amount of
loans disbursed increased from $2,350,743 in 1934 to $28,668,268 in 1951. The State
Agricultural Credit Corporation, Inc. in New Orleans made loans during 1951 in the
amount of $1,458,964, and this is in addition to the loans made by associations chartered
by the Governor of the FCA.
Capital Stock and Reserve Accumulation
In the fall of 1933, when production credit associations were first
organized, farmers did not have the cash savings required to provide the
capital stock base necessary to establish the reliability of PCA's as financial
institutions. In Louisiana, the original capital stock was subscribed
largely by the Production Credit Corporation of New Orleans, and only
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10 per cent was owned by farmers and stockmen. By 1951 the Federal
funds had been largely repaid, and the farmers owned 92.5 per cent of
the capital stock. A consolidated statement of the associations in Louisi-
ana as of December 31, 1951, shows total paid-in capital of $2,074,585, of
which all but 1 155,000 was owned by Louisiana farmers (Table 5) .
Table 5. Paid in Capital Stock and Number of Stockholders for Eight Production
Credit Associations in Louisiana as of December 31 for Years Shown
i"^3.icl-iii Ccip)it3.1 3.S of December 31 Number of stockholders
Year
Class A Capital stock owned by Class A
Total stock owned farmers and stockmen Class B other than
by PCC Class A Class B PCC
Dollars Number
1935 2,034,385 1,832,000 202,385 5,932
1937 2,067,955 1,743,000 8,985 315,970 6,366 818
1939 2,058,855 1,686,000 21,425 351,430 6,978 765
1941 1,983,780 1,543,000 25,850 414,930 6,719 117
1943 2,136,615 1,543,000 36,485 557,130 7,587 1,672
1945 1,760,555 1,050,000 53,735 656,820 8,363 2,261
1947 1,743,510 825,000 99,395 819,115 8,648 3,355
1949 1,993,400 525,000 294,640 1,173,760 9,577 4,487
1950 1,794,090 280,000 309,230 1,204,860 9,595 4,978
1951 2,074,585 155,000 318,835 1,600,750 9,150 5,251
Source: Production Credit Corporation of New Orleans,
Since the capital supplied by the government in purchasing stock
in production credit associations has in large part been returned, the
income received from the Federal funds before repayment constitutes
the principal monetary contribution of taxpayers to the building of a
dependable and sound short-term credit system for farmers. The capital
invested by the government in the capital stock of PCA's during their
infancy provided them with financial reliability and enabled them to
discount farm paper at low rates of interest with the Federal Intermediate
Credit Bank of New Orleans. On January 1, 1952, the associations in
Louisiana had reserves from earnings in the amount of $2,373,699. The
rate at which reserves have been accumulated is due in part to the
interest received on capital furnished by the Federal government during
the formative years.
The sizable amount of reserves and capital stock owned by the
PCA's provides them with an excellent credit rating. The law under
which production credit associations are chartered requires the accumula-
tion of adequate reserves and stipulates that earnings must be used:
first, to pay operating expenses; second, to replace losses incurred, if any;
third, to restore any impairment of capital; fourth, to create reserves
for bad and doubtful loans; and fifth, to create a guaranty fund equal to
at least 25 per cent of the association's paid-in capital. After the fore-
going requirements have been satisfied, any balance remaining may be
paid as dividends not exceeding 7 per cent. The accumulation of ade-
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quate reserves protects the investment o£ members in the capital stock
of the association and gives it the financial strength necessary to survive
periods of adversity and to continue to make new loans when economic
conditions are not favorable.
Source of PCA Loan Funds
Since PCA's do not accept deposits or loan government money, and
must function in "bad" as well as in "good" times, they cannot depend
upon local cash savings as a source for loan funds. The bulk of the
loanable funds for PCA's in Louisiana are obtained from the Federal
Intermediate Credit Bank of New Orleans. After an association has made
a loan, it ordinarily submits the member's endorsed note and related
loan papers to the FICB. If the loan is acceptable, the FICB buys the
loan with recourse, and remits to the association the amount that has
been disbursed. Loans not acceptable to the FICB may be carried
by the association in so far as it has loanable funds of its own.
The Federal Intermediate Credit Bank replenishes its lending funds
from time to time through the sales of short-term securities (debentures)
to the investing public. The debentures are secured by agricultural
loans, cash or United States Government bonds, having a face value
equal to the debentures outstanding. The collateral securities for deben-
tures are deposited with the Farm Loan Registrar, who is a bonded
public official appointed by the Farm Credit Administration. The deben-
tures are the joint obligations of the twelve Federal intermediate credit
banks, but are not guaranteed by the United States Government. In the
money markets, the short-term securities of the FICB's are classed as
"prime paper" and sell for low rates of discount.
Growth in Volume and Size of Loans
The total amount of loans disbursed to farmers by PCA's during
1951 was $28,668,268, and the number of loans made was 8,686 (Table
6) . The average loan was $3,300; the smallest loan made was $50 and
the largest $150,000. With only minor exceptions, the amount of loans
disbursed has increased each year since 1934. Between 1940 and 1951
the volume of loans increased fourfold. Part of the increase is due to new
business, but to a considerable extent the increased volume of loans is
due to the reduced value of the dollar and an increase in the amount of
operating capital used on Louisiana farms. Reference to column 4 in
Table 6 shows that the average size of loan was $604 in 1935, $991 in
1940, $1,750 in 1946, and $3,300 in 1951.
Traditionally, the volume of operating loans outstanding on De-
cember 31 was small, since crops were generally marketed by farmers be-
fore the end of the year. Reference to the last column in Table 6 shows
a marked upward trend in amount of loans outstanding as of December
31. The amount of loans outstanding at the end of 1935 was $390,394
as compared with $9,833,501 in 1951. The reason for the sizable in-
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Table 6. Number of Loans Closed and Amount of Loans Disbursed During the Year
and Amount of Loans Outstanding at the End of the Year, Eight Product-











Number Dollars Dollars Dollars
1934 3,972 2,350,743 592 280,420
1935 5,821 3,517,985 604 390,394
1936 5,675 4,237,041 747 789,443
1937 6,689 5,835,725 872 1 483 143
1938 7,047 6,200,894 880 1 550,848
1939 6,643 5,970,825 899 1,661 780
1940 6,423 6,365,689 991 2,389,252
1941 6,637 7,868,102 1,185 2,620,263
1942 6,620 9,340,404 1,411 2,149,219
1943 6,570 9,300,653 1,416 2,135,715
1944 6,745 9,848,924 1,460 2,342,815
1945 6,514 10,648,548 1,634 2,787,116
1946 7,241 12,673,720 1,750 3,608,654
1947 7,252 14,463,340 1,994 3,719,068
1948 7,881 18,130,459 2,301 5,733,979
1949 8,165 19,666,299 2,409 5,156,526
1950 8,901 21,763,161 2,445 6,278,272
1951 8,686 28,668,268 3,300 9,833,501
Source: Production Credit Corporation of New Orleans.
crease in amount of loans outstanding in December is that the proportion
ot operating capital loans made to purchase dairy cows, beef cattle,
tractors, durable farm equipment and for the orderly marketing of staple
farm products stored in bonded warehouses has increased markedly since
1935. If satisfactory progress has been made, loans for the purpose of
acquiring durable operating capital are renewable and may be gradually
liquidated over a period of time. Loans secured by bonded warehouse
receipts for rice and cotton are made during the harvest season and in
large part liquidated during the spring months.
Purpose of Loans and Nature of Security
Farm owners and tenants can obtain loans from a production credit
association for all types of farm operations, provided they qualify as
soiuid credit risks. In Louisiana, the principal items financed are the
planting, harvesting, and marketing of cotton, rice, sugar cane, sweet
potatoes, and other vegetables; the breeding, raising, and feeding of
dairy cattle, beef cattle, and poultry; the purchase and repair of tractors
and other farm machinery; refinancing of short-term debts; and for neces-
sary consumption goods for the farm family.
Most loans are secured by a first lien chattel mortgage on crops,
livestock, and machinery. In some cases, members who have established
a reputation for promptness and dependability may obtain credit on an
unsecured note. In general, the security required varies with the de-
gree of risk involved. In all cases, the associations try to avoid loans in
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excess of the capacity of business itself to repay out of anticipated in-
come, since the object is to help farmers to make financial progress, and
this goal would not be served by over-loaning in relation to prospective
returns.
In order to be approved for credit, the applicant must own at least
some of the operating equipment and livestock necessary to carry on the
type of farm production in which he is engaged; possess the ability to
manage his farm with reasonable efficiency; and be known as an honor-
able man in the conduct of his financial affairs. If the amount of loan
requested can be liquidated in an orderly manner by the sale of the
commodities on which the loan is based, and sufficient security is avail-
able, the application will be approved by the loan committee. The
chattels offered as security for a loan are checked by competent repre-
sentatives of the association before the application is acted upon by the
loan committee.
For borrowers who have established a reputation for honesty and
dependability through previous loans, a loan may be obtained in a few
hours, and in any case a loan application will be approved or rejected
within a week. Since interest will be paid only for the actual time the
borrowed funds are used, and since credit can be arranged for an entire
season and the funds withdrawn at the times when they are needed, it is
good business for the farmer to make his credit arrangements during the
month when timely work on the farm is least urgent.
Loan Maturities
All loans made through production credit associations mature in
one year or less. This statement needs further clarification in order to
avoid unwarranted implications. Loans made to purchase items that
largely disappear in the productive process, should, of course, be paid
out of the receipts from sale of the product produced. Seed, fertilizer,
feed, oil, gasoline, and twine are examples of goods used only once.
Loans are needed also to buy durable capital goods such as tractors
and tractor equipment, dairy cows, etc., the productive life of which ex-
tends over several years. There are two reasons why loans obtained to
purchase such durable production goods are made with a maximum
maturity of one year. First, the Federal Intermediate Bank debentures
have a maturity of one year or less, and consequently the pledged securi-
ties must be of a similar nature. Normally, debentures based on longer
time securities command a higher rate of discount. Secondly, experience
shows that the loss ratio is reduced, if the movable securities for short-
term loans are checked at least once each year. If it is found that the
chattels are being improperly handled or dissipated, the PCA is in
position to call the loan at the end of the year and thus reduce prospec-
tive losses.
Although for the reasons stated, loans to purchase durable produc-
tion goods are made to mature in one year, there is a verbal understand-
17
ing that such loans will be renewed, i£ inspection shows proper care of
the security and a reasonable increase in equity on the part of the
borrower. Dependable farmers who need extra time may be given up to
three years to liquidate loans to purchase livestock and durable machines.
The Rate of Interest Paid by Farmers
The rate of interest in the first half of 1952 on production credit
association loans in Louisiana was 5.75 per cent as compared with 5
per cent in 1950. The higher rate in 1952 reflects the higher rate re-
quired to market the debentures of the FICB. The rate paid by the
farmer borrower is the discount rate of the FICB (234 per cent in May
1952) plus the margin taken by the association to pay operating expenses
and to accumulate reserves as a cushion against possible losses. The mar-
gin fixed by each PCA may vary from 3 to 4 per cent with the approval of
the Production Credit Corporation. The PCA cannot take a margin of
less than 3 per cent or over 4 per cent without the approval of the Pro-
duction Credit Commissioner in Washington.
Budgeted Loans Save Interest Cost
A farmer can reduce the cost of interest on a given amount of credit
by making use of the "budgeted loan." This means that the member
arranges with his PCA for the amount of money needed during the
following season to be disbursed to him as needed. An illustration of
what is meant by a "budgeted loan" and how it reduces the amount of
interest paid as compared with a regular loan is given in Table 7. The
interest charge is computed on the basis of the actual number of days
each dollar is outstanding, and in the illustration given, amounts to
$25.96 as compared with $41.67 if interest at 5 per cent were paid on the
full amount of the loan from the first day part of the loan is used until
the last dollar is repaid. The higher the rate of interest, the greater the
savings resulting from a budgeted loan.
A budgeted loan not only reduces interest expense, but it also
serves the borrower in several other ways. It assures him that the funds
will be available as needed to meet necessary expenses; it saves time
during his busy season; the analysis of his credit requirements and ability
to repay at the time of arranging for a loan helps to prevent the excessive
use of credit; and it provides for an orderly retirement of the loan as
farm products are marketed.
Fees and Other Loan Costs
Short-term loans are more expensive to make in comparison to in-
terest returns than are farm mortgage loans, since the latter are usually
outstanding for a number of years. In order to cover costs of reviewing
the borrower's farming operations, searching the records for prior liens,
drawing the legal papers and notarizing them, the associations have found
it necessary to charge a service fee. These service fees vary among as-
sociations, but the most common fee for loans of $200 or less is $2.50.
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Ja.nua.ry 1 Seed |100
Fertilizer 100 $200 80.85
February 1- Fencing 100
OOF, 425 28 1.63
IVXarch 1 Doctor bill 75
Repairs 50 125 550 3
1
A.Jo
April 1 Labor 115 665 30
100 / OD O 1 a. 40
June 1 Labor
Cotton sacks
50 - — 815 30 3.35
and Misc. 75 890 31 3.78
August 1 Repairs 110 1000 31 4.24
September 1 8 calves $240 760 30 3.12
October 1 4 bales cotton 600 1 60 31 0.68
November 1 4 hogs 160
Total amount loaned $1000 Total interest to PCA S25.96
Loan service fee to PCA 11.00
Recording fee .75
Total cost of loan ^,37. 7
1
NOTE: The interest on an ordinary loan for $1000 made on January 1 and repaid on \o\ ember
1 at 5 per cent would be $41.67.
Source: Louisiana Rural Economist, Vol. 10, No. 3, August 1948, page 2.
On loans from $201 to $1,500, it is one per cent; and on loans from
$1,501 and up, the average service fee is $16 plus one-fourth of one per
cent on the amount above $1,500.
It is the policy of each association in Louisiana to reduce loan
fees as rapidly as the interest income from loans and from owned assets
is sufficient to adequately support the organization. One association in
1952 did not charge a fee on loans under $500, reduced the fees on
loans of $500 to $1,000, and hopes shortly to abolish all fees on loans
under $2,000. While it will be many years before associations having a
comparatively small volume of loans can operate without loan fees,
those with a sizable volume of loans will soon abolish loan fees on loans
under $2,000, if not altogether. The impact of loan fees on large loans
is insignificant. Since the associations were not organized for the pur-
poses of making maximum returns on their invested capital, the re-
duction of loan costs becomes a desirable policy as soon as income gro^vs
larger than the amount needed for operating costs, the accumulation of
adequate reserves, and a 5 per cent annual dividend on capital stock.
The recording fee for a chattel mortgage in Louisiana is commonly
seventy-five cents and the same for a crop lien. When the production
credit associations were first organized, the recording fees were much
higher than they have been in recent years. At present a copy of the
chattel mortgage and the crop lien are filed, and this eliminates the
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labor formerly required to copy the instrument in the office of the clerk
of court, and thereby, real costs are reduced.
Summary Statement on PCA's
The record of the production credit associations indicates that the
principles followed in their operation are sound from a financial stand-
point and that they have made a real contribution to development and
progress of farm families in Louisiana. The ability of Louisiana farmers
with consultant help from the Production Credit Corporation of New
Orleans to operate a cooperative production credit system in a manner
suited to the particular requirements of farming has been demonstrated.
It includes the utilization of the facilities of the intermediate credit banks
for tapping primary money sources whose dependability is not affected by
local or regional economic conditions unfavorable to agriculture. The
associations have been instrumental in improving the terms of operating
loans and in reducing the cost of short-term credit. The importance of
having a source of credit that will function in "hard times" as well as
in "good times" cannot be overestimated.
BANK FOR COOPERATIVES
One of the major problems facing a group of farmers desiring to
organize and operate a cooperative association is the procurement of
adequate funds with whicji to acquire buildings, machinery, and equip-
ment, and to perform the daily business activities of the association. This
is particularly true when the cooperative is one whose function involves
the physical handling, storage, or processing of agricultural products
through the facilities of expensive buildings and machinery. Under
ordinary circumstances, members are able to raise enough money to
finance bargaining and marketing associations, or even certain types of
processing establishments where the cost of providing necessary facilities
is small, but in cases where a large investment in fixed assets is required,
as with sugar mills, rice driers, and storage bins, or cotton gins, the mem-
bers must turn to some outside source of credit to assist in meeting the
capital requirements of the association.
The need for credit by farmer cooperatives is indicated by an
examination of the collective balance sheet for Louisiana co-
operatives in 1950. With the exclusion of electric power associations
financed through the Rural Electrification Administration, the total
liabilities of the 103 local and state-wide organizations amounted to
$23,707,971 or 71 per cent of the total investment in the associations.
On January 1, 1952, the New Orleans Bank for Cooperatives had loans
outstanding in Louisiana to 34 associations in the amount of $4,924,106.
During 1951, one association completed the repayment of its loan, and
four associations were added to the list of borrowers (Table 8) .
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Table 8. New Orleans Bank for Cooperatives Loan Activity in Louisiana















Dollars Dollars Dollars Dollars
1951 3,206,317 1,717,789 none 4,924,106 34 4 1
1950 2,528,247 5,892,131 none 8,420,378 31 8 5
1949 2,537,696 8,308,415 none 10,846,111 28 2 5
1948 2,736,802 7,267,757 93,164 10,097,723 31 5 3
1947 2,683,317 6,141,616 none 8,824,933 29 7 4
1946 1,654,167 5,702,085 100,149 7,456,401 26 7 2
1945 1,025,952 3,649,573 495,060 5,170,585 21 3 6
1940 1,710,372 487,701 none 2,198,073 12
1935 618.395 12
Source: New Orleans bank for Cooperatives.
Development of Credit for Cooperatives
Prior to World War I, the principal sources of investment and
working capital for cooperatives were individuals, commercial banks, and
members of the cooperatives themselves. Usually, members were not
financially able to furnish all the necessary capital, and banks were fre-
quently unwilling to make loans to the cooperative type of enterprise.
Commercial banks were inclined to look upon farmer cooperative orga-
nizations as having the same risk and uncertainty hazard with respect to
stability of income as farm incomes which are affected by variable crop
yields and by instability of farm prices. As a result, loans to cooperatives,
when obtainable, were characterized by terms not suited to orderly
marketing and by high interest rates. The first public funds made avail-
able as loans to farmer cooperatives were secured through the War Fi-
nance Corporation shortly after World War I. The Agricultural Credit
Act of 1923 authorized the Federal intermediate credit banks to make
loans to farmer cooperatives, and these institutions performed an im-
portant function in this connection.
The first "bank" for cooperatives, set up by the Aoricultural Market-
ing Act of 1929, provided for a revolving loan fund of 500 million dollars
to be administered by the Federal Farm Board. The Farm Credit Act
of 1933 created the Farm Credit Administration and, among other things,
provided special banks to extend credit to farmer cooperative organiza-
tions. In addition to the Central Bank for Cooperatives, located in
Washington, D.C., twelve district banks were established. The original
capital stock for each district bank was 5 million dollars and was sub-
scribed by the United States Government. Loan funds for district banks
are obtained from two main sources: first, paid in capital, surplus, and
savings; and secondly, loans from or discounts with the Central Bank for
Cooperatives, and to a smaller extent, from discounts with the Federal
intermediate credit banks and loans from commercial banks.
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Purposes and Types of Loans
Cooperative associations borrow funds from a bank for cooperatives
for three purposes: (1) to acquire land, buildings, and equipment used
in the business activities of the association; (2) to obtain working capital
for a particular season's operation; and (5) to obtain liquidity of ex-
change on commodities held by the association in the process of orderly
marketing. The three types of loans are called facility loans, operating
capital loans, and commodity loans. The rates of interest, respectively,
were 4, 814, and 23/4 per cent in May 1952.
Facility loans may be used by the cooperative to finance or refi-
nance the acquisition of fixed capital assets for the association. Land,
buildings, and large items of equipment require large initial investment,
and the loans for such investment have to be repaid from the earnings of
the business facilitated by these assets. Facility loans may be made for a
term of 20 years, but generally they are made to mature within 10 years.
The size of the loan is limited to 60 per cent of the appraised value of the
collateral offered, and the security generally consists of a first lien on the
property itself with such additional collateral as may be required.
Operating capital loans are obtained by cooperatives to meet day to
day expenses of the association. This type of loan is frequently used
to supplement the cooperative's cash assets during periods of peak activi-
ty. Operating capital loans are generally short-term loans and, as a rule,
are repaid by the end of the operating season. Size limitations of these
loans are based on sound credit considerations and financial conditions,
management, and ability to pay. There are no specific legal require-
ments as to the collateral which must be given to obtain operating capital
loans, but the association is required usually to give liens on real estate,
equipment, and supplies.
The most common use of commodity loans is to enable the co-
operative association to make advances to grower members on commodi-
ties delivered to the association to be marketed in an orderly manner.
Also, purchasing associations may use commodity loans to finance the
purchase of adequate seasonal inventories of farm supplies. A first lien
on the commodities themselves is given by the association as collateral
security for commodity loans. A commodity loan cannot exceed 65 per
cent of the value of the commodity unless the sale price of the commodity
has been fixed, in which event the loan may equal 85 per cent of the
value of the commodity. The terms of commodity loans are for periods
required for normal seasonal operations, usually three to nine months.
A cooperative association borrowing from a bank for cooperatives is
required to have an investment in the capital stock of the bank. The
amount of capital interest which the borrowing association must have is
approximately 5 per cent in the case of facility and operating capital
loans, and approximately 1 per cent of commodity loans. Upon repay-
ment in full of a loan, the association's capital interest in the bank
acquired in connection with the loan is retired unless the association de-
sires to continue its ownership interest.
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Loan Requirements and Costs
Before an association can be granted a loan from a bank for co-
operatives, certain information is required concerning the nature and
characteristics of the association. Briefly, this information pertains to:
(1) evidence of the economic need for a cooperative; (2) existence oi
sufficient volume of business to assure successful operation; (3) quality
of membership (stability, leadership, cohesion, etc.)
; (4) market outlets
or sources; (5) facilities needed, if any, and costs; (6) capital require-
ments and source of capital, including amount contributed by members;
(7) determination that the association is a legal cooperative and that its
organizational papers will permit the operation on a sound cooperative
basis; and (8) satisfactory management.
The initial cost of obtaining a loan from a bank for cooperatives
varies with the type of loan and with the conditions under which it is
made. A cooperative association has very little expense in obtaining a
loan if the organizational papers of the association are in order and
clear titles have been established on property owned by the cooperative.
In the matter of facility loans, it is sometimes necessary to obtain the
services of an outside appraiser, and when this is done, the borro^ving
association employs the appraiser and pays his fee.
Summary Statement
Banks for cooperatives are not authorized to lend money to
individual farmers but do provide a source of credit to groups of farmers
organized in a cooperative effort to store, process, and market their pro-
ducts or obtain supplies used in farm production at lower costs. Loans
are designated by the use made of the funds and are called facility,
operating capital, and commodity loans. Rates of interest on the three
types of loans in May 1952 were respectively: 4, 31/, and 2Y^ per cent.
The Farm Credit Act of 1933 provided for 12 regional banks for
cooperatives located in each of the 12 Farm Credit districts in the United
States. The New Orleans Bank for Cooperatives serves Alabama, Mis-
sissippi, and Louisiana. On January 1, 1952, the New Orleans bank liad
loans outstanding to 34 cooperative associations in Louisiana in the
amount of $4,924,106.
COMMENTS ON THE USE OF CREDIT
The risk involved in using credit is greater in times when prices of
land and durable production goods are high and when used in enterprises
where the amount of product that will be produced in a particular } ear
is more uncertain than the price. Some people who have experienced or
have observed the tragedy of excessive debt and foreclosure, question the
wisdom of farmers using credit in order to gain ownership control o\ er
land and the economic goods necessary for operation. The alternati\e
for most farmers would be to save until they could purchase ^\ith their
own cash, and in the meantime rent the land and the operating capital
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needed. While there are risks involved in the employment o£ credit, the
consequences o£ not having dependable and adequate sources of com-
mercial credit available to farmers would be intolerable in modern farm-
ing. Credit prudently employed has enabled farmers to reduce costs,
conserve land and improvements, and to raise the living standard enjoyed
by their families.
The practical and important consideration for most farmers is how
to reduce the risks of loss to a minimum. The risk of loss will be re-
duced if the purposes for which a loan is contemplated and the probable
ability to repay are carefully considered before the loan is consummated.
It is essential that credit obligations for business purposes be assumed
only after careful analysis leads to a judgment that the use of borrowed
capital will increase the borrower's income more than it increases costs.
When capital goods are borrowed for productive purposes, the main
source of funds for repayment should be out of income from the en-
terprises financed.
While a prudent individual will invest his own savings as thought-
fully as he would borrowed funds, a loss of capital accumulated out of
past income or inheritance is less severe in its effects on the individual
family, since it does not have to be recovered out of savings from future
income. If there were no risks in farm production, competition in the
produce markets would be increased greatly. Unfavorable weather which
results in low yields and other hazards such as price changes and sick-
ness, often result in inability to meet in full credit obligations incurred
for the production of a given crop. For these reasons, the general principle
of not borrowing more than about one-half of the anticipated income
from a given crop enterprise is sound from the standpoint of the farmer
interested in managing his financial affairs in a prudent manner.
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